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KEY ECONOMIC INDICATORS 


Domestic Econom 

Population (m iTtions)(a) 
Population growth (%) 

GDP in current dollars (billion) 
Per capita GDP, current dollars 
GNP in current dollars (billion) 
Per capita GNP, current dollars 
GDP (billion NIS) (1986 prices) 
GDP % change 

GNP (billion NIS) (1986 prices) 
GNP % change 

Consumer Price Index % change (a) 
Interest rates (% monthly) (b) 
Wholesale price index (1977=100)(a) 


Production and Employment 
Labor Force (1, dO0s tb) 
Unemployment ($)(b) 
Industrial production, % change in 

local currency, 1983=100 
Govt. deficit(-)/surplus, as % GDP 
Industrial production index (1983 = 100) 
Productivity growth/worker % 

(Millions of dollars) 


Balance of Payments 
Merchandise exports (F.0.B.) 6,084.4 
Merchandise imports (C.I.F.) 8,020.9 
Trade balance 1,936.5 
Goods and Services Account -3,944.0 
Foreign direct investment (new gross) 89.0 
Foreign Debt (a) 24,097.0 
Debt service paid (net) 4,025.0 
Debt-service ratio as % 

of merchandise exports 
Foreign exchange reserves (year end) 
Average exchange rate for year 

(US$1 = NIS) 


66.2 
3,718.6 


U.S.-Israel Trade (Millions of dollars) 
. exports to Israel (C.I.F.) 
U.S. imports from Israel (F.0.B.) 
U.S. trade balance with Israel 
share of Israeli exports 
share of Israeli imports 
Economic aid 
Military aid 


Principal U.S. exports (1987): 
products; vehicles and 


1,679.0 
2,138.0 
-459.0 
34.2 
20.9 


1,800.0 


1.1813 


1988(est.) 


4.47 
1.6 
n/a 


6,932.9 
9,285.0 
2,352.1 

-3,904.0 

161.0 

25,042.0 ; 

4,091.0 4,156.0 
59.0 
4,702.6 


50.5 
5,923.6 


1.4878 1.5889 


1,788.8 
2,348.7 
-562.1 

32. ; 


1,932.4 
2,753.9 
-821.5 

32. : 


19 16 
1,950 (c) 1,900. “OCed) l, 200 


1,800.0 1, 800.0 


machinery and military equipment; agricultural 


transport equipment, optical and measuring instruments; 
chemicals, rough diamonds and precious stones, carton and paper. 


Principal U.S. imports (1987): polished diamonds and gem stones; machinery and 
aeceealcat instruments; medical, optical, photographic and measuring instruments; 
vehicles and transport equipment; chemicals; textile and clothing and metals. 


Notes: 


An average annual rate of exchange may produce misleading dollar 


accounting because the rate changed rapidly in the first half of 1985. 


Sources: 


Central Bureau of Statistics, Bank of Israel, and Finance Ministry 


n/a = not available 
(a) end of year 
(b) Annual Average 


(c) accounts for one-time grant of $750 million in Special Assistance 
(d) accounts for return of 4.3% due to Gramm-Rudmann-Hollings 





SUMMARY 


The Economic Stabilization Program of July 1985 produced marked 
successes through 1986 and early 1987. Hyperinflation declined 
first to 20 percent and then to 16 percent; foreign exchange 
reserves strengthened to $5.3 billion; the budget was balanced in 
1986 and showed a small deficit (about $700 million) in 1987. GDP 
growth was 3.3 and 5.2 percent for 1986 and 1987, respectively, the 
strongest in years. Industrial production strengthened. The last 
half of 1987 and the first half of 1988, however, indicate that, 
without further economic reform, the improvements brought about by 
stability are not permanent. 


While the government has set an agenda for further reform, including 
tax reform, capital market reforms, and privatization, among others, 
it appears that any serious efforts at reform will have to wait 
until after elections at the end of 1988. In the meantime the 
problems facing the economy are beginning to increase. There is a 
need for: reaching a national labor agreement in both the public 
and private sectors and for a cost-of-living agreement; adhering to 
the budget; devaluing the shekel; reforming the education and health 
sectors; controlling the balance of payments deficit; and finally, 
encouraging growth. In addition, the unrest in the territories has 
weighed down the economy and complicated the economic decision- 
making process. Delaying measures to deal with these problems will 
make the necessary adjustments more severe when they do occur. 


Israel, however, continues to be an attractive market for U.S. 
products. The Free Trade Area Agreement is reducing customs duties 
for both countries and the number of items requiring import 
licences; the more competitive dollar has supported interest ina 
broader range of U.S. products; and Israelis have a favorable 
orientation toward the United States and U.S. products. In this 
environment, both standard high-tech exports and less sophisticated 
industrial and consumer items should do well in the foreseeable 
future. Israel imported $1.9 billion in goods from the United 
States in 1987 (which was only 17 percent of Israeli imports). With 
the potential market in Israel, 1988 should be a better year. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


The government’s effort during 1987 was to ensure the gains of the 
Economic Stabilization Program of 1985 as the best way to economic 
growth. To maintain stability the government sought to restrain 
budgetary outlays, sustain the exchange rate, and resist pressures 
for wage increases not in line with increased productivity. To 
encourage growth, the government boosted exports by diverting 
production for the local market to foreign outlets and expanded 
exposure of domestic manufacturers to competing imports. 


As part of this process, the government initiated reforms in a 
number of areas: capital market, taxes, and state economy. In the 
capital market, the government reduced its involvement in the money 
market and limited its public borrowing. Success in this area freed 
funds for the private sector. Further, the government dropped some 
restrictions on private borrowing. On tax reform, the top marginal 
rates fell from 60 to 48 percent. The government also pursued a 


privatization plan to decrease the influence of state enterprises in 
the economy. 


The government has had mixed success. It contained inflation, which 
fell to 16.1 percent in 1987. The rate of exchange remained stable 
at around 1.6 new Israeli shekels (NIS) to the U.S. dollar, although 
the shekel devalued against other major currencies as the dollar 


weakened. The gross domestic product (GDP) grew by 5.2 percent, 
ahead of population growth. The budget, however, was in deficit and 
the balance of payments worsened. Private consumption rose to a 


peak not attained since 1981, while civilian imports continued to 
increase. 


The unrest in the occupied territories has complicated government 
efforts to expand the economy. Beginning December 1987, the 
Palestinian inhabitants of the territories initiated activities to 
protest the occupation by Israel. Some of the dampening economic 
consequences to Israel are: increased budget pressure, particularly 
by the Police, Defense and Justice Ministries; depressed exports to 


the territories; decreased tourism; and an erratic labor supply from 
the territories. 


Other developments through May 1988 independently point to a decline 
in the rate of economic growth. These include the lack of a 
national labor agreement; pressure on the budget from various 
sectors, i.e., education and health; demand for consumer durables; 
need for further tax system overhaul; an overvalued exchange rate 
against the dollar; and pressure on the government to support 
sectors facing financial difficulties, particularly construction, 
the moshavim and kibbutzim, and tourism. These trends increase 
pressures for a devaluation and price hikes, as well as widen the 
trade gap. In addition, November 1988 will bring national elections 
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and observers believe no major efforts will be made until the new 
government has settled in. The same economic commentators note that 
the government will have to take urgent and more severe steps to 
renew growth if it waits until after the elections to take action. 


National Accounts: Israel’s economy in 1987 grew appreciably. GDP 
grew 5.2 percent to $34.7 billion versus 3.3 percent in 1986. The 
rise in GDP was influenced by increases in exports and in domestic 
demand. Business sector GDP rose even faster, i.e., by 7 percent 
after smaller increases in previous years (5 percent in 1986 and 
1985, and 3 percent in 1984). 


The increase in consumption slowed in 1987. Private consumption 
grew to $22.2 billion, a real increase of 8.1 percent over 1986, but 
a drop from the 14.2 percent increase in 1986. Per capita private 
consumption increased 6 percent, a drop from 12 percent in 1986. 

The rise in consumption of durables was 12.6 percent, a decline from 
the record of 47 percent in 1986. 


The apparent trend in declining public consumption was due to the 
government’s delaying defense imports. Real public consumption went 
up 16.1 percent, after a drop of 10.1 percent in 1986; defense 
imports jumped 93.1 percent, following a fall of 35 percent in 

1986. Without defense imports, which are financed through U.S. 
grants, domestic defense consumption increased 2.1 percent. 

Domestic civilian consumption increased only 1.5 percent. Public 
consumption per capita rose about 1 percent after declining 

4 percent in 1986. Gross domestic investment in fixed assets went 
up 13.7 percent after dropping 1.6 percent in 1986. Of the 
increase, 5.4 percent was in residential construction, 6.4 percent 
in machinery and equipment, and 40.1 percent in transport equipment. 


Official estimates for 1988 show a 3.7 percent growth in GDP, 4 
percent in private consumption (2.4 percent in private consumption 
per capita), 1.9 percent in civilian public consumption, and 4.8 
percent in investment in fixed assets. Given signs of a recession 
and the unrest in the territories, growth for 1988 may be less than 
anticipated. 


Public Finance: The budget for Israeli fiscal year (IFY) 1987/88 
(ending March 31, 1988) showed a deficit of NIS 1.26 billion ($793 
million) compared with a surplus of NIS 250 million ($165 million) 
in 1986. Increased tax revenues, however, may lower that to about 
$500 million. The IFY 1987/88 budget of NIS 40.1 billion ($25.2 
billion) represents a real 1 percent decrease from IFY 1986/87. 
Forty-six percent was budgeted for debt service; 22 percent for 
defense; 5 percent for transfer payments; 4 percent for development 
expenditures; and the balance (23 percent) for government 
operations. Of total revenues, 50 percent came from taxes and 
compulsory payments; 21 percent from domestic loans; 17 percent from 
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foreign grants and loans (14 percent from the United States); and 
the balance from receipts of interest and royalties. In fiscal 
1987, debt redemption (principal and interest) exceeded new 
borrowing by 45 percent as repayments reached NIS 18.4 billion 


($11.6 billion) while borrowing amounted to NIS 12.7 billion ($8 
billion). 


For IFY 1988/89 (which began April 1, 1988), the government has 
budgeted NIS 52.2 billion ($31.1 billion), which is 16 percent 
larger in real terms than last year. The deficit of NIS 1.4 billion 
($875 million) is 2 percent of forecast expenditures. The Finance 
Minister has committed himself to the budget, despite political 
pressures for increased public expenditure before the 1988 elections 


or ministerial desires for more funds to cover expenses due to the 
unrest. 


Tax revenue in calendar year 1987 reached NIS 22.8 billion ($14.3 
billion), up 20.6 percent in nominal terms, or 3.9 percent in real 
terms over 1986. The higher than expected revenues resulted from 
expanded domestic activity, increases in personal income and wages, 
and a widened tax base. The government reduced income tax rates on 
individuals and corporations from 60 to 48 percent, raised the tax 
threshold, abolished the surtax on higher income groups, and reduced 
some import tariffs and purchase taxes in keeping with Israel’s 
trade accords with the EC and the United States. The government 
received early in 1988 a follow-up tax study which it had com- 
missioned, the Shishinsky Report, proposing more changes. This 


study is being examined by the government and may lead to additional 
reforms in 1989. 


To trim its involvement in the private sector, and to reduce debt, 
the government is designing an extensive privatization plan. This 
plan, developed with First Boston Corporation, aims to sell state 
corporations to private investors, or to the public through the 
stock market, over the next 10 years. The government is now 


negotiating an agreement to sell PAZ, one of three oil companies, 
a private investor. 


In October 1987, the government redeemed $1.2 billion in bank 
shares. The public reinvested $850 million and recycled the $350 
million as negotiable bonds redeemable in 1989. In October 1988, 
the government will redeem $6.5 billion in bank shares. The 
government believes that it can recycle this debt at a reasonable 
rate, if there is continued confidence in the economy. 


Through capital market reforms, the government reduced its involve- 
ment in the market and so released resources for the business 
sector. These reforms included assisting the flotation of private 
sector bonds, changing tax and other rules to eliminate discrimina- 
tion between the government and the business sector on capital 
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resources, and encouraging competition within the private sector. 
The government hopes corporations will use the capital market, 
rather than the government, to finance operations. With reduced 
government use of the capital market, the amount of money available 


to the public has increased, with a subsequent impact on monetary 
policy. 


Monetary Policy: The public’s gradual shift from foreign 
currency-linked assets to non-indexed shekel assets characterized 
1987. This resulted from the expectation of a stable exchange rate, 
and from high interest rates on shekel deposits. The Central Bank 
further relaxed monetary policy by expanding the money supply and by 
reducing short-term interest rates. Monthly prime rates in 1987 
fluctuated between 3 and 2.1 percent. Rates through June 1988 
averaged 2.7 percent. Reduced government absorption of capital 
helped to reduce interest rate pressure. Real interest rates still 
appear to be too high to stimulate investment and to bring about 
renewed growth. According to the Bank of Israel, further easing of 
the monetary restraint will depend on the government’s success in 
keeping inflation low and preventing deviations from the budget. 


Balance of Payments: In 1987, Israel’s current account showed a 
deficit of $997 million. This was after 2 years of surpluses ($1.48 
billion in 1986, and $1.16 billion in 1985). This turn around 
resulted from a rise of 26 percent in imports against a smaller 
increase of 18 percent in exports, and a decline of 10.2 percent in 
unilateral transfers. The deficit in the goods and services account 
alone was $5.8 billion (due to the doubling of defense imports, 
mentioned above, to $2.4 billion). 


Imports reached $19.6 billion, two-thirds of which were commod- 
ities. Net civilian commodity imports totalled $11.4 billion, up 
$2.2 billion (23 percent) from 1986. The composition was 70.8 
percent production inputs, 18 percent investments assets, and 11.2 
percent consumer goods. The increases over 1986 were respectively: 
20.4, 33.5, and 29.6 percent. A real rise in private income and in 
wages, accompanied by a stable exchange rate, contributed to the 
strength of imports. Import of services (excluding capital 
services) reached $4.2 billion, a 22 percent increase. Import of 
transport services reached $1.5 billion, outgoing tourism $1 
billion, labor services $0.68 billion, and agents’ fees $0.26 
billion. 


Net commodity exports (including sales of military equipment) rose 
$1.3 billion (18.9 percent) to $8.2 billion. Of the commodity 
exports, metals and electronics were $2.4 billion (29 percent) ; 
polished diamonds (with a relatively high import component) $2.1 
billion (24 percent); chemicals $1 billion (12 percent); and 
textiles, clothing and footwear $586 million (7 percent). Food, 
beverages and tobacco were $418 million, and agriculture products 
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were $613 million, of which citrus was $205 million. Exports of 
services (excluding capital services) rose 19.8 percent to $3.8 
billion ($1.3 billion in tourism and $1.1 billion in transport). 


Unilateral transfers were $4.8 billion in 1987, $547 million less 
than 1986. As in the past, U.S. military and economic grants were 
the bulk of the transfers. The decline was due to the end of the 
U.S. one-time assistance ($750 million each in 1985 and 1986). 
Institutional transfers (e.g., the United Jewish Appeal) were $604 
million (an increase of $6 million); transfers by individuals $726 
million (an increase of $177 million); and personal restitutions 
from West Germany $530 million. The latter, while not increasing in 
German marks, is $106 million more in dollar terms because of the 
declining dollar. U.S. assistance since USFY 1985 has been all 
grant. In FY 1988 assistance was $3 billion and the Administration 
requested a similar level for FY 1989. The size of unilateral 
transfers enables the Israeli government to keep its debt balance 


stable, to repay obligations, and to sustain its foreign currency 
reserves. 


In the capital services account, there was a deficit of $1.64 bil- 


lion (payments were $2.51 billion against receipts of interest of 
$0.87 billion). 


External debt was $26.3 billion at the end of 1987 (an increase of 
$1.3 billion over 1986). Of this $5.2 billion was owed by the 
banking sector, $4.6 billion by the private nonfinancial banking 
sector, and $16.5 billion by the government. Of government debt, 
$10.3 billion was owed to the U.S. Government. Most external debt 
(83.6 percent) is denominated in U.S. dollars, with 10.9 percent in 
German marks. Medium- and long-term debt was $18.5 billion or 70 
percent of the outstanding debt. 


Foreign currency reserves grew in 1987 to $5.9 billion, largely due 
to foreign loan receipts and private-sector sales of foreign 
currency with the continued stability of the Israeli shekel. The 
black market dollar/shekel rate remained relatively stable through- 
out 1987 (about NIS 1.65 to the dollar) and only exceeded the 
official exchange rate by 3-4 percent. 


The Finance Ministry projects a 1988 deficit of $500 million in the 
current account. The goods and service deficit may be $5.2 billion 
with civilian imports rising 4 percent and exports 6 percent. 
Defense imports should decline to $1.6 billion, but oil and other 
commodities may rise. First quarter 1988 showed an improvement in 
the commodity trade balance. Imports are up 15 percent, and exports 
40 percent. Unilateral transfers may decline some 4 percent. To 
finance the 1988 shortfall, Israel will still have to rely on U.S. 
assistance, foreign private and institutional remittances, and on 
external borrowing. The Finance Ministry projects a $300 million 
surplus in the capital account for 1988. 
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Inflation: The CPI rose 16.1 percent in 1987 against 19.7 percent 
in 1986 and 185.2 percent in 1985. The lower rate was due primarily 
to the stability in the exchange rate of the Israeli shekel to the 
U.S. dollar at around NIS 1.58 per dollar. Price controls, a low 
price for fuel, the relatively small budget deficit, and stability 
in interest rates also helped restrain inflation. On the other 
hand, the 26-35 percent depreciation of the shekel versus major 
European and Japanese currencies, a real 7-8 percent increase in the 
average wage, the drop in unemployment, the continued rise in 
private consumption, and the central bank’s continued relaxation of 
credit weakened the government’s efforts to reduce inflation further. 


The government projected 1988 inflation at 12 percent (assuming no 
change in the U.S. dollar, real wage increases in line with 
productivity, no budget deviations, and no increases in the prices 
of imported inputs). By May 1988, however, the CPI had already 
risen 9.1 percent, or 21 percent annually. 


Sustaining the drop in inflation, to the lowest rate since 1972, is 
the clearest achievement of the 1985 economic stabilization. Since 
1988 is an election year, it is hard for the government to proceed 
with a policy of restraint, but both coalition partners see the 
economic benefits of stability. Forecasters see a 10-15 percent 
devaluation after the elections. 


Prices and Wages: The public and private sector wage agreements 
with the Histadrut Labor Federation and the Cost of Living Agreement 
(COLA) expired March 31, 1988. This has produced strikes. 
Negotiations are finally under way. The Histadrut seeks a wage 
increase, but the government states it will devalue the shekel, if 
necessary, to offset any real gains. The government wants the 
Histadrut and the employers to reduce the COLA. Pressure will 
increase as the next COLA payment under the expired agreement 
approaches. During 1987, the government agreed to phase in a 5-day 
workweek by 1989; the Histadrut is pushing for it during 1988. Some 
firms, sectors and parts of the government, such as the Knesset, 
already work only Sunday through Thursday. 


Real average wages increased 7.8 percent in 1987 after a similar 
rise in 1986, more than compensating for a 9 percent decline in real 
wages in 1985. Real wages increased in 1987 in construction (17 
percent), personal services (14 percent), and utilities (14 
percent). Public service and financial and business services real 
wages increased 6.9 and 4.9 percent, respectively. Although workers 
now experience no major wage erosion during a month, and benefit 
from adjustments in tax brackets to increase take home pay, they 
have new expenses as subsidies and benefits are reduced. 


Real wages may rise in 1988 despite the Finance Minister’s assertion 
that the government will not allow wage increases in the public 
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sector in excess of increased productivity. The Minister has also 
stated repeatedly his intention not to depart from a stable exchange 


rate policy, though it overvalues the currency and disadvantages 
exporters. 


Effective April 1, 1987, the government passed a minimum wage bill, 
setting the minimum wage at 45 percent of the average wage 
(excluding premium pay). This affects 20-25 percent of the work 
force and ratchets inflation upward automatically. Many feel wages 
are too high, relative to productivity, to achieve greater 
employment without inflation or other disequilibria. The minimum 
wage is now NIS 708 (about $445) per month. 


By the end of 1987, only items provided by monopolies and cartels, 
or certain health and education services, were controlled. During 
1988, however, the government placed a number of items back under 
control to combat rising inflation. 


Beginning August 1, 1986, the government linked the shekel to a 
trade weighted basket of currencies of Israel’s major trading 
partners. The unit composition is roughly: U.S. dollar 60 percent; 
West German mark 20 percent; pound sterling 10 percent; French franc 
and Japanese yen 5 percent each. The rate as of May 31, 1988 was 
NIS 1.72 to the basket. 


Employment and Productivity: During 1987 the average unemployment 
rate dropped to 6.1 percent of the civilian labor force. This is 
down from 7.1 percent in 1986. In the first quarter of 1988, 
unemployment declined even further to 5.6 percent. The drop is 
explained, inter-alia, by economic growth in 1987 and by increased 
domestic demand. During the first half of 1988, many workers from 
the administered territories missed work in Israel because of the 
unrest. The increased demand for labor in Israel has so far bal- 
anced a slowdown in certain sectors, such as hotels, food services, 
and chemicals. Productivity per worker, relatively low by European 
and American standards, increased 3.2 percent in 1987 compared with 
0.7 percent in 1986. 


The civilian labor force grew 1.5 percent in 1987 to 1.49 million, 
with 29 percent in the public sector (no change despite a commitment 
by the government to reduce manpower), 22 percent in industry, 14 
percent in commerce, 10 percent in personal services, 7 percent in 
transport and communications, 5 percent in agriculture, and 5 
percent in construction. Also, about 110,000 workers from the 
administered territories worked in Israel in 1987: 46 percent in 
construction, 18 percent in industry, 15 percent in agriculture, and 
the balance in hotel, catering and personal services. At the peak 
of the unrest, the numbers declined by 45 percent, as the unrest 
made travel difficult. For 1988, average unemployment is forecast 
to remain at around 6 percent; the civilian labor force should grow 
1.7 percent, and productivity increase 1.7 percent. 





-1ll- 


Trade: The United States remains Israel’s largest single trading 
partner, although trade with the EC is larger overall. Nonmilitary 
imports from the United States increased from $1.79 billion in 1986 
to $1.93 billion in 1987; this is 16.9 percent of Israel’s mer- 
chandise imports. Israel’s sales to the United States increased 
nearly 16 percent to $2.75 billion and constituted 32.5 percent of 
exports. For the third year, Israel had a surplus in its civilian 
trade with the United States; this was $822 million. These data are 


not the same as U.S. trade data, which include Israeli military 
purchases. 


Four trading arrangements help Israel: (1) the U.S. Generalized 
Schedule of Preferences (GSP) allows 2,700 manufactures to enter the 
United States without duties; (2) Israel receives GSP-type treatment 
from the European Community (EC), Sweden, Finland, Norway, Austria, 
Switzerland, Canada, Japan, Australia, and New Zealand; (3) Israel 
has an agreement with the EC which will eliminate duties between the 
EC and Israel for nonagricultural products by 1989; (4) the Free 
Trade Agreement (FTA) with the United States, effective September 
1985, is eliminating duties by 1995 on all products traded between 
the two countries. Under the FTA, most products received immediate 
duty-free status in 1985; staged reductions are taking place on 
others, with further reductions on a third category to be negotiated 
by 1990. The U.S.-Israel FTA also includes a commitment to 
negotiate an agreement on trade in services. Negotiations have 


taken place on several sectors, including tourism, telecommunica- 
tions, and insurance. 


Nevertheless Israel applies taxes and licensing restrictions that 
can be a barrier to U.S. exports and which are not affected by the 
FTA. These include a purchase tax, ranging from 5 to 210 percent, 
which is based on an estimated value at wholesale level, and a 
variable levy on agricultural and food items. Actual invoice prices 
are often "uplifted" by Customs before duties are calculated. These 


practices are the subject of talks between the United States and 
Israel. 


Tourism: Israelis are frequent travellers to the United States for 
business and tourism, with the U.S. Embassy issuing more than 95,000 
visas annually. Tourism services are taxed. Israeli tourists spent 
$1 billion overseas in 1987. 


Investment: As a policy, the government supports private investment: 
in the economy and provides a range of benefits to investors, 
including foreign investors. Licensing and joint ventures are 
welcomed by the government and local firms. Investment incentives 
are provided for export-oriented industries and for job creation in 
development areas. There are generally no restrictions for foreign 
investors regarding the forms of doing business in Israel. Except 
for certain sectors of the defense industry, there are no 
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restrictions on foreign investment in the private sector. 
Investments in regulated bodies (e.g., banking or insurance) require 
prior approval. Government assistance is not given if the sector is 
saturated. Investors can encounter a number of problems, most of 
which can be attributed to inefficiency in the bureaucracy, 
capriciousness or nontransparency in the application of 

regulations. There is also retroactive application of taxes. 
Intellectual property laws are favorable, but there have been some 
complaints of a lack of enforcement. The government has recently 
established a "one-stop investment center" in the Industrial 
Development Bank to assist potential foreign investors in Israel. 


IMPLICATIONS FOR THE UNITED STATES 


The competitive dollar, the U.S.-Israeli FTA, Israel’s high level of 
industrial sophistication, and a general Israeli interest in the 
United States make Israel an attractive market for U.S. exporters. 
The shekel has remained at a near constant level against the dollar 
as European and Japanese goods have become more costly. Lower 
inflation and strong foreign reserves encourage Israeli businessmen 
to be more optimistic about Israel. Businessmen should note that 
Israel is 21st in buying U.S. exports by value and second only to 
Canada in per capita imports of U.S. goods. 


The FTA has generally put U.S. goods back on a competitive par with 


EC products. The value of the tariff advantages gained for most 
U.S. products through the Agreement has already been confirmed 
indirectly by the complaints received from those exporters not 
enjoying the full benefit. The Embassy has also received inquiries 
by U.S. companies concerning restrictions on country-of-origin 
certificates. Those firms export via Europe, warehousing their 
products there for general distribution to Europe, the Middle East 
and Africa. Unfortunately, such handling generally cancels the 
FTA’s benefits for such goods, unless the goods do not enter an 
intermediate country’s commerce and/or remain under the control of 
the Customs Authority of the intermediate country. U.S. exporters 
interested in learning more about the FTA should contact the Israel 
Information Center, International Trade Administration, U.S. 
Department of Commerce, Room H2039, Washington, D.C., telephone 


number 202/377-4652, or the Department of Commerce district offices 
throughout the United States. 


Although the Israeli business community’s increased interest in 
sourcing products in the United States has been evident to the 
Embassy, this interest is still not reflected in an increased U.S. 
share of the import market. The Embassy continues to hear stories 
of Israeli firms turning to U.S. suppliers to replace European and 
Japanese companies. An advantage for U.S. exporters does 
exist--American companies should be aware and act. 
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Not only are Israeli businesspeople gaining interest in the U.S. 
market; U.S. firms and organizations are also seeking the Israeli 
market. The states of Wisconsin, New York,m and Virginia brought 
trade missions to Israel in 1988 and have approached the Embassy for 


assistance. Exporters should take advantage of these kinds of 
opportunities. 


Although the market range for U.S. products appears to be broadening 
into less sophisticated industrial as well as consumer areas, high- 
technology products connected with the electronics industry continue 
to present the best prospects in the sophisticated Israeli market. 


A wide range of U.S. industrial products are always well received at 
the biennial Technology Exhibition, which will be held next in May 
1989. Over 60 firms represented in the U.S. Pavilion of Technology 
‘87 sold almost $1.5 million off the floor. Sophisticated machine 
tools, measuring equipment, specialized metal preparations and hand 
tools received strong interest. Unsurprisingly, there was also 
interest in equipment and software for the electronics industry. 


Metalworking is a strong, highly developed industry in Israel, con- 
suming $200 million in equipment annually. About 80 percent is 

imported. The U.S. share, about 20 percent, has been declining but 
Israeli interest in potential U.S. suppliers is evident. U.S. firms 
have an opportunity if they are prepared to meet the demands of the 
market. Israeli firms are pushed by the strict requirements of the 


defense and aircraft industries which place a premium on quality 
assurance. 


The United States continues to hold its own in computers and periph- 
eral equipment. U.S. products hold more than 50 percent of a $350- 
$400 million market. Again, the defense industry generates much of 
the demand and the mini-computer market continues to grow. Software 
imports are over $50 million annually and growing rapidly. The 
United States has a third of the market. Israel’s own 120 software 
houses generate over $150 million in products annually but appear 
interested in cooperating with U.S. firms. 


The chemical and petrochemical industries in Israel will purchase in 
1988 an estimated $135 million in process control instrumentation 
and equipment. The United States has 52 percent of a $95 million 
import market. Best prospects include environmental control and 
defect-identification products and on-line chemical analyzers. 


Telecommunications is also traditionally a strong market for 
imports. The United States holds about half of the $100 million 
import market, which is expected to grow larger. A proposed 
satellite station and cable television system appear on the 
horizon. Negotiations have been completed on a Voice of America 
transmitter station in Israel. U.S. electronic components, despite 
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competition from the Far East, continue to dominate with 60 percent 
of a market totalling over $200 million. 


The Embassy has reported best prospects in computers and periph- 
erals, telecommunications, and process control and metalworking 
equipment. These reports are available from the Israel Information 
Center and the District Offices of the Department of Commerce. 
Although these reports represent the most obvious opportunities, a 
lower dollar means there is scarcely an area that does not hold 
promise. For example, Israel’s major department store, Hamashbir, 
held a highly successful promotion of U.S. apparel in the fall of 
1987. Israel graphic arts distributers visit the United States 
seeking suppliers. Safety and security equipment is a growing 
market. In short, Israel is a market worth considering. 








SIGN UP FOR 
FREE PRIORITY ANNOUNCEMENT SERVICE 


To Learn About New Government 


Books For Exporters 


You can find out about new United States Government books on how to get started 
exporting, guides on how to export more profitably, as well as statistics on exporting 
and books on exporting to specific countries, and much more through a new Priority 
Announcement Service. This service lets you know about these new information products 
just as soon as they are published. 


To get on this Priority Announcement mailing list, fill out the request form below 
and mail it today. 


Priority Announcement Request Form 


= Yes, please put me on your free Priority Announcement List (N-524) so 


| can find out about new books for exporters issued by the U.S. Government and sold by the 
Superintendent of Documents. 

PLEASE NOTE: If you have already asked to have your name placed on this list, please do not 
complete this form. You will receive announcements of new books as soon as they are published. 


(Please type or print. Thank you.) tae 
aa 4 .-- <=. "ee 


Mail this form to: 
Superintendent of Documents 
Mail List Branch 
Mail Stop: SSOM 
—————— CCS”: Washington, DC 20401-9374 
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